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THIS GENERATION CAN NOT ESCAPE PAYING 
THE COST OF WAR 

By Professor C. C. ARBUTHNOT 

WESTERN RESERVE UNIVERSITY 

WHAT are the " costs of war " ? The answers to this ques- 
tion will depend upon the angles from which the great 
problem is attacked. The wastes of fighting impress different 
observers according to their individual outlooks and bulk large 
within each particular range of view. Perhaps the chief mat- 
ters of concern in such an inquiry lie in the fields indicated by 
three topics: (a) The human costs, (&) The cost in materials, 
(c) The cost in money. The subdivision of the subject should 
not convey the impression that the parts are unconnected or 
sharply marked off one from the other, but rather that the 
whole theme will be easier of comprehension if the parts are 
considered one at a time. 

1. The Human Costs op Wae 

The pen halts at the thought of recording the human costs 
of war. The broken bodies and the shattered minds, the pains 
and anxiety, the horrors and despair, the wrecked relationships 
and the accumulations of hate, the benumbed hearts and the 
seared souls, all that the soldier endures at the front, and carries 
through life with him if he returns, all that his friends and rela- 
tives bear while he is away and bend under if he does not come 
back: all these costs are too many and great to be numbered. 
Of this, the greatest cost, only the least may be said. The words 
are too few and the expressions are not strong enough to tell 
the story of human sacrifice forced upon the people of this gen- 
eration by the raging conflict. This burden can not be passed 
on to future generations. Whatever human losses are trans- 
mitted as an inheritance to the people of to-morrow do not 
lessen the burden of to-day. They add to the unreckoned human 
costs of war. 

2. The Cost of War in Materials 

The materials consumed in warfare are the product of toil 
and sacrifice and may not be too independently considered as 
distinct from the human elements of the problem. Men and 
women have changed the current of their lives and undergone 
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risk and strain second only to those of the soldier in order that 
the latter might be properly equipped for the direct conflict 
with the foe. 

The materials now devoted to the purposes of war are largely 
the product of current efforts. Not a great amount of goods 
and equipment have been carried over from the stocks of past 
years. Little can be obtained at the expense of the future. 
What men are to fight with in the immediate struggle must be 
turned out here and now. 

Upon their entrance into the war the different nations were 
possessed of varying amounts of military and naval equipment. 
But much of this original outfit has been destroyed and must be 
replaced by current products. Germany has turned some past 
products to present account as in the cases where copper roofs 
and church bells have been made into instruments of destruc- 
tion. But the accumulations from earlier years can do little 
for the fighters of to-day. These stocks and stores have been 
quickly dissipated, with the increasing needs ever demanding 
more and more. 

In a sense the future can be drawn upon for material help, 
but again the amount, compared with what must be secured, is 
not of great significance. During the war the wear and tear on 
machinery, factories, railways, buildings and other durable 
goods may be allowed to go on to an amount unusual in time of 
peace, though not to a degree that would interfere with operat- 
ing efficiency. By allowing this permissible amount of depre- 
ciation to take place, the labor and material that otherwise 
would be used for repairs and replacement could be turned to 
the production of munitions of war. As a result this war ma- 
terial would be produced at the expense of the future to which 
would be handed on an equipment in capital and durable con- 
sumption goods of less effective character than otherwise would 
have been the case. 

After all possible allowance has been made it is only too 
clear that the materials of war must be made as the struggle 
goes on and that the people of to-day must pay this cost by in- 
creased labor and saving. This burden of providing the enor- 
mous quantities of munitions and supplies is as imperative a 
daily, current duty as is the service of the soldier in the trenches. 
It can not be put off nor escaped. The soldiers of to-day fight 
with the products of civilian laborers of to-day. The costs of 
war in materials must be paid by this generation, it can not be 
passed on to the future. This fact is so simple, clear and plain 
that multitudes of people do not realize its significance. The 
the real economic direct cost of war. It must be met here and 
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now. No methods of combining note issues, bond sales, and 
production of the material equipment for the fighting force in 
taxation can alter the situation. While the fighting is on and 
not after it is over, must the civilians work and save to make 
the needed goods. The economic costs of reconstruction when 
peace comes will be additions to the costs of war, not payments 
for it nor reductions in the expense. 

The call to work and save is as immediate and pressing as 
the call to fight. Neither can be escaped nor postponed. 

Saving is important because it releases labor and material 
from civilians' uses and turns them to the public service. The 
spender in essence asks people to work for him or furnish ma- 
terial for his own satisfaction. On the other hand, if he saves 
and turns his funds over to the government he gives to his coun- 
try the power to secure this labor and material for public de- 
fence while he foregoes its private enjoyment. Saving thus in- 
creases the materials available for the army and navy. Saving 
and increased production both will have to be pushed farther 
than ever in our past experience if through this war we are to 
win a durable peace. Greater saving and greater exertion in 
making equipment must precede the fighting not follow it. The 
cost of war in terms of goods must be met to-day. It can not 
be passed on to succeeding generations. 

3. The Cost of War in Terms op Money 

In earlier times when wars were fought with little money 
and no credit paper the basic costs in human pains and in ma- 
terials were outstanding. The fighters and their generation 
paid these costs with little chance of misunderstanding in re- 
spect to who were the real bearers of the burden due to the 
struggle. In later days when governments issue paper money, 
sell bonds and collect taxes the situation has become complex 
and a great deal of confusion has arisen concerning the ulti- 
mate effects of the different methods by which the costs of the 
war in terms of money may be paid. Some of the difficulties 
seem to be due to an inability to examine the matter from the 
same point of view or to hold to a given angle throughout the 
discussion. The effect of a given policy on individuals, on eco- 
nomic classes, and on successive generations is not likely to be 
clear unless one keeps in mind the specific part of the problem 
that is being considered. 

The principal methods through which money for war pur- 
poses may be obtained are six in number : 

1. Requisitions in occupied territory. Germany's practise 
in Belgium serving as an example. 
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2. Indemnity from a conquered enemy. Germany's policy 
at the end of the Franco-Prussian War and at the beginning of 
this war. 

3. The profits of state-owned industries, as the German rail- 
ways or the mines of England as suggested by the Fabian social- 
ists. 

4. Issue of paper money, as the greenbacks in our Civil War 
and Germany's present issue, disguised though they are as issues 
of banking institutions. 

5. The sale of bonds to be paid for by taxes after the war. 

6. Taxation during the war. 

The following discussion will concern itself with the con- 
sideration of the effects of the second three methods of raising 
the money needed for war purposes. 

The issue of paper money and sale of bonds are alike in that 
they are both loans, though very different in that the note issue 
is a forced loan that inflates the currency, while the bond pur- 
chase is a voluntary transaction that does not necessarily pro- 
duce inflation. All three are alike in that the taxpayers have 
to foot the bills, though collection is postponed in the case of 
the first two. Bonds and taxes are alike in that the bond buyer 
and the taxpayer must turn over the money to the government 
at once, though what is received for the money, a bond in one 
case and a tax receipt' in the other, differ widely. Furnishing the 
money, like furnishing the men and the materials for war can 
not be passed on to later generations. All three must be pro- 
vided now by the people of to-day. Whatever may come back 
in the future does not alter the fact that all three, the money, 
the men and the materials must be given up by the people of 
the present if there is to be any future worth looking forward 
to. An examination of the differential financial expedients for 
putting the government in funds will indicate the characteristic 
features of each one and the economic consequences of its em- 
ployment. 

A. The Issue of Paper Money. — This is the easiest way, but 
the suggestion of its adoption is the counsel of folly or despair. 
Our experience in the Civil War and the bitter lessons from 
other times and countries ought to keep us from repeating the 
monumental blunder of financial incompetence. Just now the 
thing seems improbable, but if the war is drawn out to great 
length and the financial load grows steadily greater, some be- 
lated financier will probably arise and tell us of a burdenless 
way of paying war expenses by running the printing presses. 

When a government issues paper money and compels its 
citizens to accept its notes in payment for goods and services, 
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its action amounts to a forced loan without interest. But this 
forced loan differs from an ordinary loan in that the citizens' 
purchasing power is not diminished as it is when money is 
handed over to the government in exchange for bonds. In the 
latter case the lenders turn over part of their power of buying 
to the nation and to that degree take themselves out of the 
market. The dsmand for goods is transferred from private to 
public hands, but it is not increased by the funds derived from 
this type of loan as such. To the existing supply of goods the 
usual demand is presented, except that it is made by the gov- 
ernment instead of by private individuals. The result is that 
there is a minimum disturbance of the price level and the gen- 
eral business situation. 

When a government issues paper money and goes into the 
market with it to buy supplies a very different result obtains. 
The government's new purchasing power is added to that of its 
citizens and the greatly increased demand presented to the ordi- 
nary supply of commodities drives prices upward at a rapid 
rate. The tendency toward higher prices, inseparable from the 
imperative needs of war, is greatly exaggerated and the whole 
business of the country is disturbed by an abnormal change in 
the level of prices. Ordinarily the citizens' increase in purchas- 
ing power is due to an increase in their productive efforts in 
making goods and the greater demand is matched by a greater 
supply of commodities, so that the exchange ratio is not altered 
and the price level is more or less constant. Not so with the 
increase in buying power acquired by a government through the 
issue of paper money. No simultaneous increase in output 
meets the enlarged demand and the existing stocks of goods are 
subjected to the pressure of normal private buying plus this ab- 
normally created public purchasing power. The consequent rise 
in price favors a few and upsets the calculations of the great 
mass of citizens, with the hardship falling usually on those least 
able to bear it. 

A second influence works in the same direction. A resort to 
paper issues is a confession of weakness and an evidence of in- 
competence. The first step is quickly followed by the second 
and the government is soon unable to redeem its notes in stand- 
ard money. The country suspends specie payment and the 
paper dollar itself then becomes the standard money in which 
values are expressed. The paper standard fluctuates in value 
as compared with the specie standard according to the prob- 
ability that eventually it will be redeemed in coin. The volume 
of the issues, the prospects of success in the war, and the chang- 
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ing policies of the changing officers in charge of the administra- 
tion will affect the public's faith in ultimate redemption and 
hence in the value of the paper standard. The result of this fall 
in value and these fluctuations in the standard are rises and al- 
terations in the prices of commodities due to no influence in the 
field of production or consumption but to unpredictable changes 
in the paper standard whose gyrations reflect an unhappy com- 
bination of the fortunes of war with the compromises and sec- 
ond choices of political and often partisan policy. 

The unproduced purchasing power put in the hands of the 
government and the erratic paper standard in terms of which 
the prices of commodities are quoted lead to the type of expe- 
rience described by Louis Blanc when he wrote of a French sit- 
uation, "Business was dead; betting took its place." Rising 
costs of living lead to labor disturbances that cut down produc- 
tion. People with fixed incomes suffer hardship. The govern- 
ment pays the inflated prices for its war supplies, and the sol- 
diers find what they can buy with their meagre pay marked by 
low visibility. The increased cost of the war falls upon the tax- 
payers when the bills are eventually passed to them and they 
have their perennial privilige of paying for blunders that should 
have been avoided. The country ought to set itself like flint 
against any suggestion of issues of paper money, directly or in- 
directly, that would lead to a departure from a specie basis. 
The war can be fought without inflation of the currency by the 
government or banks, just as the navy can fight without a 
ration of rum. 

With this discussion of paper issues for the purpose of elim- 
inating them as a practical policy we can turn to a consideration 
of borrowing by bond sales as a method of raising money in 
time of war. 

B. Borrowing by Selling Bonds. — No nation is ever likely to 
put into operation an adequate taxing system upon the outbreak 
of war. A militant oligarchy hopes to pay the expenses of its 
adventures out of indemnities collected from the defeated en- 
emy, while democracies will never be so prepared for war that 
they will have at hand a system of war taxes devised in advance 
and ready for immediate enactment when the crisis comes. But 
money must be secured at once. Resort is therefore had to the 
sale of bonds as the effective method for obtaining the required 
funds, usually preceded by issues of short-time certificates of 
indebtedness in anticipation of the proceeds from the bonds. 
Bonds have this very great advantage of the superior quickness 
with which they yield the required funds. 
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A second significant feature of bond sales arises out of the 
fact that their purchase is a voluntary action. Joined with this 
is the convenience in denomination and terms of payment. As 
a result citizens can adjust the amount purchased to their re- 
spective abilities in a fashion that will allow persons of modest 
means to turn over their savings to the government, as well as 
offer the opportunity to every other group in the country to ad- 
vance the needed money in such measure as their resources will 
permit. By tapping each store in accordance with its contents 
the bond shows itself a flexible instrument by means of which 
the hidden wealth and unsuspected financial resources of the 
great body of citizens are made available for the public service. 
People voluntarily turn over to the government in exchange 
for bonds great sums of money that otherwise would lie beyond 
the ken of the tax-gatherer or that could be reached only by the 
most inquisitorial methods, which would tend to defeat them- 
selves by arraying the ingenuity of the owners against the in- 
adequate knowledge of the officers of the law. 

The fruitful resource of bond sales is so effective because it 
unites the two powerful appeals of patriotism and personal 
profit. Citizens are urged to put their funds at the disposal of 
the government because the safety of the country and all they 
hold dear depends upon the expenditure of money in the public 
defence. They are shown that others are going into battle for 
the security of the citizens at home and that the soldiers' hard- 
ships are not even poorly matched by the pecuniary sacrifices 
that must be made by the civilians if the fighters are to be given 
the support with equipment, food, weapons and ammunition 
that they must have in order to discharge the duties to which 
they have consecrated their lives. 

To this call upon patriotic feeling is added the prospect of 
economic advantage due to the safety of the principal and the 
payment of pure interest on the loan; that is, interest from 
which nothing need be deducted as insurance against risk or 
for care and skill in management. The probable premium on 
the bonds after the war is also an inducement. A much greater 
advantage is promised by the probable fall in prices after the 
war. If we assume that present prices are about fifty per cent, 
higher on the average than pre-war prices, then a dollar to-day 
will buy no more than 65 cents bought in 1914. If prices after 
the war fall to the pre-war level a dollar then will buy as much 
as a dollar and fifty cents will purchase to-day. The saver who 
chooses to buy a one hundred dollar bond to-day rather than 
spend $100 for current consumption is in reality choosing be- 
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tween $65 worth of goods now and $100 worth of goods after 
the war, measured on a peace-price basis. In other words $100 
invested in a bond now will command when the bond is paid as 
many commodities as $150 will buy to-day. This is a real pre- 
mium and a large one, overlooked usually because people think 
too much in terms of money and not enough in terms of goods. 

Added to this gain after the war is another advantage that 
comes from saving now. Refraining from unnecessary buying 
for private use during the war reduces the demand for com- 
modities and thus lessens the tendency of prices to move in an 
upward direction. People by continuing their usual buying 
compete with each other and the government in the purchase of 
goods. By this persistent bidding among private individuals 
and against the government the level of prices is raised all 
around and money spent does not go as far as before. On the 
other hand, turning part of one's outlay into bonds reduces this 
competitive demand, checks the rise in prices, and makes what 
one does spend for consumable goods able to get more goods in 
the market. Saving thus makes more saving easier by mod- 
erating the rising cost of living. 

When it is evident that buying bonds combines these eco- 
nomic advantages of (1) safety of principal with (2) pure in- 
terest, (3) a probable premium on the bonds after the war, (4) 
an even more probable advantage of greater amount through a 
fall in prices when peace comes, with a consequent increase in 
the purchasing power of their savings, and (5) a tendency to 
mitigate the rise in prices during the war : when it is seen that 
these individual advantages are joined with the opportunity to 
be of public service, the combination of patriotism and profit 
places at the government's disposal great sums of money with 
remarkable speed, a result that is vital at the outbreak of war. 

C. Taxation in War Time. — It has long been suggested that 
part of the prudent preparedness for war should be an outline 
scheme of taxation, drawn up in advance, ready to be filled in 
and enacted promptly upon mobilization. But for reasons in- 
dicated above this has never been done. 

The process of enacting tax legislation is slow, considering 
the emergency to be met, and the result is likely to be a statute 
satisfactory to no one, oppressive to many, and unworkable in 
some of its parts unless supplemented or modified by adminis- 
trative rulings. The crudities have to be hammered out on the 
anvil of experience. 

With these disadvantages to be met, the returns from taxes 
come into the public treasure slowly, too slowly to furnish funds 
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for the great emergency, without the assistance to be had from 
bonds. 

Along with this defect, taxation has the great merit of com- 
pulsion that is lacking in the case of bonds except so far as it 
is provided by the pressure of group or public opinion. Tax- 
ation forces many persons who are able to pay to do their pa- 
triotic duty whether they are willing or not. Much money that 
would not come to the help of the public voluntarily is reached 
by the strong arm of the law and drafted into the service of the 
country. There are so many varieties of citizens that no one 
method of reaching all of them is adequate. The government 
must go equipped with every possible collecting agency in order 
to get, by both persuasion and compulsion in their varied forms, 
all of the enormous sums that must be raised to meet the pecu- 
niary outlays of modern warfare. 

The rigid rules of the taxing machinery have an important 
role to play, though they have limitations in their effectiveness 
in raising funds. These rules must be general, broad in appli- 
cation, and inelastic in execution, applying to groups rather 
than to individual and special cases. They get with consid- 
erable effect whatever comes within their scope, but much of 
the country's resources escape beyond the limits of these laws. 
To reach the resources of some would require such rigor in the 
law that the burdens upon others would be intolerable, and the 
harsh rules would so interfere with the free play of business 
enterprise that the productive efficiency of the country would 
be reduced. While the limits to the amounts that can be raised 
by taxation can be greatly widened by education and experience, 
the policy takes time and can never hope to attain the bond's 
ability to reach individual capacity. 

The tax-gatherer's task is made easier in war-time by the 
patriotic enthusiasm for the support of the fighting men. Cit- 
izens who are unable to go to the front find an outlet for their 
devotion to their country through tax-paying and the exchequer 
is enriched by the willing payments of many who find relief in 
the consciousness that their money is representing them in the 
raging contest. This war-time tax-paying impulse dies down 
when peace arrives and paying taxes for the discharge of war 
obligations takes on the character of paying for a dead horse. 
It behooves the finance officers, therefore, to collect while the 
collecting is easy and the taxes are fruitful. 

There are some types of earnings that are war-bred in char- 
acter, such as excess or war profits and incomes swollen through 
the increased business activity due to military operations and 
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the by-products of such enterprises. These temporary, in- 
creased incomes should be reached at once, because they will not 
be available if time is allowed to pass. Moreover, if they are 
reached quickly before the recipients have had them long enough 
to develop a feeling of possession in them, a larger fraction of 
such incomes can be taken, with less mental anguish on the part 
of the taxpayers, than would be possible if the process of shar- 
ing the new gains with the nation were longer delayed and time 
given for a vested interest to develop in this type of unearned 
increment. Prompt, vigorous taxation of war profits or excess 
profits due to war business, direct or indirect, will make it clear 
that these gains are due to the general situation and not to ex- 
ceptional industry or management on the part of the recipients, 
and that they are not in origin or character to be regarded as 
private property. 

Considerable difficulty is encountered in those cases where 
businesses must be extended in order to produce supplies neces- 
sary for the conduct of the war. No ordinary profit would jus- 
tify the construction of plants whose product would be without 
a market should peace suddenly come. Here it would be better 
not to make the extension on the basis of a speculative, private 
enterprise but to have the government underwrite the risk in- 
volved in the additional investment as a public expense. 

The excess-profits tax bristles with difficulties, but these 
must be met in order that the rich revenue it will produce may 
be secured in this time of exceptional need. 

The Relation op Bonds and Taxes in Distributing the 

Cost op War 

From what has been said it is evident that as a matter of 
practical, sound finance both bond sales and taxation must be 
employed in order to get quickly and in adequate amount the 
money needed to pay the cost of war. The debatable question 
is the proportion of the income that should be raised by each 
method. 

One of the curious and widespread illusions respecting the 
advantage of raising funds by borrowing instead of by taxation 
is to the effect that through the later payment of the loan part 
of the money cost of the war will be passed on to future gen- 
erations. It is evident, as indicated above, that this generation 
furnishes the money required for war expenses, whether it is 
raised by taxation or by bond sales. The taxpayer gets back a 
tax receipt while the man who lends to the government receives 
a bond, but both have handed over money to the public treasury. 
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This generation has put up the hard cash. When the bonds 
come due and future taxpayers furnish the money to pay the 
obligations, to whom is the money paid? To this generation 
which gave the government money for the bonds? Assuredly 
not. This generation will have gone to its reward by that time 
and the taxpayers of the next generation will pay the bond- 
holders of the next generation, not the bond buyers of this gen- 
eration. As long as the problem is considered from the point 
of view of the mass of the people described as " this generation " 
as contrasted with future generations, there is no doubt that 
" this generation " must furnish the men, materials and money 
needed to win the war and that it will be impossible for the 
people of to-day to collect anything in return from the people 
of to-morrow. It is when the problem is approached from the 
angle of the interests of individuals or economic classes that 
the difference between taxes and bond sales becomes of sig- 
nificance. In these relations it is possible to pass the burden to 
others in case of bond issues when it would not be possible 
should the money needed be collected by taxation. The signif- 
icant facts from these angles may be made to appear in a few 
simple suppositions. 

For the purpose of illustration let us suppose that (1) the 
entire cost of the war were met by selling bonds and (2) that 
all citizens were able to buy the same number of bonds and (3) 
that the bonds were eventually to be paid for by a poll tax of so 
much a head, assuming " that all other things remain the same." 
If each citizen bought a $1,000 bond and later paid $1,400 in 
poll taxes to cover the interest and principal of the bonds, the 
effect would be essentially the same, apart from the cost of ad- 
ministration, as if the burden had been met by taxes during the 
war. Each citizen would have given up at once $1,000 in either 
case, receiving a bond in one instance and a tax receipt in the 
other. Were the bond method chosen the government later 
would reach into the bondholder's right-hand pocket for taxes 
and pay into his left-hand this same money as interest and prin- 
cipal. If the bonds ran for a long time the same relation be- 
tween taxpayers and bondholders would continue, paying and 
receiving would balance each other. There would be no choice 
between bonds and taxes as methods of raising money. 

If the bonds were unpaid for fifty years and the generation 
of buyers passed away and a new generation inherited the bonds 
and the obligation to pay taxes, the case would not be altered. 
This earlier generation would have turned over the money to 
the government and passed on the bonds to its heirs, who would 
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pay off the bonds with taxes, but this earlier generation would 
get none of the money. The future taxpayers would pay the 
future bondholders and in this supposed case no one would be 
ahead or behind, seeing that bondholding and taxpaying are 
assumed to be equal for every citizen. The original bondbuyers 
might as well have paid taxes as bought bonds. It is of no par- 
ticular advantage to pass to one's heirs an asset like a bond if 
it is accompanied by the equal liability to pay taxes. 

This supposition of equal power to buy bonds and pay taxes 
is too far removed from reality to serve for more than an illus- 
trative point of departure. Imagine that the citizens are 
classed in groups according to their ability to buy bonds, e. g., 
in the relation of 1, 5, 10, 15, 25, etc., and that they are assessed 
for taxes in a similar ratio. This might be nearer the real sit- 
uation, but it is still evident that they would have to give up the 
price of the bonds at once upon buying them, and that later they 
would be taking out of one pocket to pay taxes the money would 
be returned to the other as interest and principal on the bonds, 
leaving them neither richer nor poorer. 

These suppositions are intended to illustrate what is per- 
haps evident upon mere statement, that there is no advantage 
to the individual in the policy of public borrowing rather than 
in pay-as-you-go taxation if his purchase of bonds as an invest- 
ment is matched by an obligation to pay taxes later in propor- 
tion to his holdings of bonds. He might as well accept a tax 
receipt at once for his money as to get a bond that he must later 
pay off himself by turning over money for tax receipts. He 
gives up cash at once in both cases and his later income from 
coupons and final payment when the bond system is adopted are 
matched by his payments of taxes. When later taxation is pro- 
portioned to bond purchases it is an illusion to think of the bond 
as worth more than a tax receipt. All of this is based on the 
assumption that the purchaser of the bond holds it until ma- 
turity or passes it on to his heirs. 

But it may be objected that the bondholders can sell their 
bonds, whereas there is no market for tax receipts. If the 
money were reinvested the new income would be reached by our 
supposed system of taxation according to ability. If the price 
received from the sold bonds were used in untaxed consumption 
the seller would be in the group indicated later who would find 
advantage in the system of public borrowing rather than in tax- 
ation. 

There is no escape from the conclusion that if the people 
generally buy bonds according to their ability and are taxed ac- 
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cording to their ability to pay the interest and principal of the 
bonds, there is no advantage to any one in the purchase of 
bonds rather than the payment of taxes during the war. 

If one should turn an abnormally large proportion of his 
property into bonds would the situation be changed ? Not at all, 
because he would lose the higher income that might have been 
gained in other fields as an offset to the income from the bonds. 
On the other hand, buying no bonds or relatively few would not 
give any one an advantage. His investments in other fields 
might yield a larger gross return but if the taxes, as we are sup- 
posing throughout these illustrations, were actually adjusted 
according to ability to pay, these higher returns would be 
reached by the tax-gatherer and no advantage left to the holder 
of individual or corporate investments as contrasted with the 
owner of government bonds. The taxes paid by the former 
would be paid to the latter until the national debt were paid. 

In all three of the supposed cases, whether one buys bonds 
according to his ability or more than the normal amount or less 
than could have been expected, there is no gain to individuals 
in the bond system as compared with taxation during the war, 
provided the taxes after the war are collected according to the 
citizens' ability to pay and the individuals and their heirs con- 
tinue in the same classes as far as taxpaying ability is con- 
cerned. If every individual retained the same relative economic 
rank and were obliged to pay taxes according to his ability after 
the war he might as well pay taxes during the war. When 
either of these conditions does not exist there enters the pos- 
sibility of individual advantage when the government raises 
money by selling bonds rather than by collecting taxes at once. 

The persons who would gain directly by the bond system 
would be chiefly the ones for whom postponed taxation would 
mean escaped taxation : the recipients of war profits or enlarged 
incomes during the war, the citizens who would be saved from 
consumption taxes during war and thus be able to buy com- 
modities cheaper, those who would be able to escape their pro- 
portional burden through the character of the tax system 
adopted after the war. The essence of the matter is to be found 
in its effect upon the ultimate resting place of the burden of 
taxation. Bonds make it possible to redistribute the cost of 
war among the different economic classes through modifica- 
tions of the tax system or the opportunities to avoid its pressure 
that might give results after the war of a kind which would not 
be possible during the conflict. A statement of some of the pos- 
sible combinations of bondholding and taxpaying will suggest 
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the possibilities of thus shifting the burden of the money cost of 
the war among the different groups of which the nation is com- 
posed. 

It would make a significant difference in determining who 
would pay the cost of the war if in constructing the revenue 
system a strong preference were shown either for taxes upon 
articles of common use or for direct taxes such as income, in- 
heritance and excess porfits taxes. If the money to pay interest 
and principal of the bonds were raised by taxes on sugar, coffee, 
tea and other staple consumption goods, either through internal 
taxes or tariff duties, the cost would fall upon the ordinary cit- 
izen with a weight exceeding his relative ability to pay. If the 
bonds were widely held the mass of the people would go through 
the experience of paying higher prices for the necessaries of life 
in order to get back the money they had advanced in war-time. 
An increase in the cost of living would be required to pay the 
war debt, one offsetting the other, but the mass of the people 
would be out the original purchase price of the bonds. 

On the other hand, if the tax system were one largely of 
direct taxes and the bonds widely held, the burden would be 
thrown upon the well-to-do groups while the redistribution of 
the receipts from taxes as interest and principal of the bonds 
would increase the income of the mass of the people at the ex- 
pense of the richer taxpayers. It would amount to this : that 
whatever money people of modest circumstances advanced dur- 
ing the war would be repaid to them with interest by their 
wealthier fellow citizens and the general tendency would be to 
reduce the inequality of the economic classes in the nation. 

A very different situation would result if the bonds were 
held by the relatively few people of large fortune and the taxes 
were collected by tariffs and excises on staples. The mass of 
people of lesser fortune would pay the bulk of the taxes and 
the money would flow to the stronger economic groups as in- 
terest and principal, with the consequent increase in the in- 
equality of possessions. 

To suggest another possibility, the bond system might be 
combined with post-war taxation in a way that would keep 
down the burden of taxation for the mass of the citizens during 
the war by making it possible to forego general consumption 
taxes on staple goods. Taxes on incomes, inheritances and ex- 
cess profits might be supplemented by bond issues during the 
war and later the war taxes be continued in peace-time until 
the bonds were paid off. By such a plan bond issues would aid 
in placing the money cost of the war upon the shoulders of the 
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recipients of the larger incomes regardless of who bought the 
bonds originally. If this group bought them they would have 
advanced the money during the war and paid themselves off 
after the conflict. If the people of modest means purchased the 
bonds from the government they would have advanced the 
money during the war and would be reimbursed out of the re- 
ceipts of taxes paid by the stronger group. 

Without exhausting the possible combinations of bonds and 
taxes doubtless it is plain from these perhaps over-sharply con- 
trasted comparisons that the effect of bond issues is largely 
determined by the type of taxation finally resorted to in order 
to pay off the obligations. The issue of bonds postpones the 
resort to taxation, an advantage in some cases, but its chief 
ultimate result lies in the possibility of redistributing the money 
cost of the war among the economic classes of the nation, not in 
passing it to future generations. 

Looking at the matter from the limit of unpatriotic mean- 
ness, it may be said that to the degree to which one may hope 
to escape paying the taxes that will have to be laid after the 
war to cover principal and interest of the bonds, to that degree 
he may logically favor bond issues that will enable him to escape 
taxation during the war. As long as there is the chance that 
the post-war taxing system will bear less heavily upon some cit- 
izens than upon others, as long as there is the expectation that 
individuals not now able to pay much in taxes will later grow 
into the heavy tax-paying group ; as long as individuals through 
losses may need to turn bonds into money for current expenses 
and through reverses decline in tax-paying power, so long will 
it seem more advantageous to individuals to give their money 
during the war for bonds rather than tax receipts. The key to 
the situation is not that this generation is not able to pay the 
money required to carry on the war (it must do that) , but that 
the purchase of bonds may permit the burden of finally paying 
the tax to be shifted to other individuals or to the heirs of 
others. An illustration may be found in the possible effect of 
immigration after the war upon the number and composition 
of the tax-paying body of the United States. If peace brings 
a flood of people from Europe they will divide the burden of 
taxation with the taxpayers now here and their descendants. 
In such case bond issues now would be effective in lessening the 
cost of the war to the latter group and their heirs, and in that 
degree be more advantageous than taxes during the war. On 
the other hand, if peace should send a wave of emigrants from 
our shores to Europe the loss of these potential tax-payers and 
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the probable industrial dislocation following the war would 
make tax-paying then to meet interest and principal of the 
bonds more difficult and borrowing would be the more burden- 
some policy in the long run. To strike a balance between these 
possibilities would require the peculiar foresight so glibly re- 
vealed by passing social soothsayers. 

Bonds are an investment to all those who do not later have 
to pay taxes or a proportionate share of taxes to meet the in- 
terest and principal. To all others they are the means through 
which patriots may contribute to the support of the war and 
later wipe the slate clean by putting money into the govern- 
ment's vaults in paying taxes and drawing it out again by cash- 
ing coupons and eventually receiving the face of the bonds. 

Lest there be misunderstanding it ought to be said that fail- 
ure to buy bonds does not enable one to escape the burden of 
later taxation, whereas the thrift practised in saving to buy 
bonds will enable one later to carry the burden of taxation with 
greater ease. 

If the bulk of the bonds are bought by that portion of the 
people whose incomes are above two thousand dollars and if the 
bulk of the taxes are paid by such persons in the form of in- 
come, inheritance, excess profits and corporation taxes, the bur- 
den of the war debt will be wiped out in the process of paying 
themselves with taxes that come from their own pockets. The 
real sacrifice in such case is made in buying the bond, not in 
paying it off. If the country can stand the burden in war-time, 
it need not worry about the load of debt in years of peace. The 
claims of the citizens against the government can be offset by 
the government's claims for taxes against the citizens and the 
obligations will cancel each other. The nation need not break 
down under the economic strain. Excluding the cost of collec- 
tion, every dollar that is taken from the citizens after the war 
to pay the debt will be returned to the citizens. There will be 
no drain upon the country's resources of a wasting sort such as 
is experienced during the war. When the war is over its cost 
in money to the country as a whole will have been paid. Clear- 
ing off the debt involves a redistribution of a portion of the com- 
munity's wealth among the bondholders and taxpayers, not a 
reduction of the country's assets. 

Political sagacity and balanced economic judgment in dis- 
tributing the burden of taxation will be the prime essential in 
the debt-paying period. The system of taxes then especially 
should be constructed with keen attention to those sound prin- 
ciples of finance that will least interfere with the fruitful de- 
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velopment of the nation's economic strength and most nearly 
meet the demands of equity and justice. 

Looking at the question from another point of view, a com- 
parison of the interests of the soldier and the civilian makes the 
choice between the policies of borrowing or taxation a matter 
of importance. The soldier has left his business and prospects 
of economic advancement to defend his country. The civilian 
at home enjoying in many cases increased opportunities ought 
to bear the money cost of the war. It is the least that he can do. 

While it is true as indicated above that ultimately the dif- 
ference between bonds and taxes is not as great as is commonly 
supposed, nevertheless the bond method carries the possibility 
of disadvantage to the soldier. When he leaves the ranks of 
fighting men he may find himself conscripted into the army of 
taxpayers who will be obliged to pay off these bonds at a later 
date. Every claim of fairness, decency and patriotism demands 
that the civilians shoulder the financial load now by taxing 
themselves to cover the largest practicable portion of the war 
expense, willingly yielding their money as others are offering 
what is of infinitely greater value. No one should think of ad- 
mitting to himself that he would prefer a bond to a tax receipt 
if the bond meant that in later years some one-armed hero 
would have to pay more for his taxed tobacco in order to pay 
interest on the bond. Cutting the coupons from such a bond 
would blister the owner's fingers. 

Admitting, as has been done, that bonds are an indispensable 
adjunct to war finance under existing conditions, nevertheless 
the soldier has the right to call upon the civilian to pay taxes to 
the utmost while the war is on so that broken men will not come 
back to share in paying the money cost of that for which they 
have already paid in pain and sacrifice while they reflect with 
bitterness upon the ingratitude of civilian slackers. 

In their effect upon the saving that turns men and materials 
from individual to national service bonds and taxes will differ 
with individuals. Persons who could not well be reached by 
taxes will find the appeal of the bondseller convincing, while 
others need the compulsion of taxation to make them change 
their habits of consumption and release for the public good what 
they have usually consumed in private enjoyment. The feeling 
that the bond is an investment leaves many owners with the 
idea that they have provided for their future and may therefore 
spend freely in the present. They forget that bonds are but the 
evidence of postponed taxation. On the other hand, the tax- 
payer is subject to no illusion. He knows what has happened 
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and, finding himself deprived of his money, is in a mood to restore 
his depleted assets by saving. He is more open to the appeal 
for patriotic thrift than is the complacent bondbuyer who has 
parted with anything like the same amount of money. It is al- 
together probable that the pressure of taxation is more likely 
to bring home to the thick-skinned the need for private economy 
than is the opportunity for the purchase of bonds. 

The relative effect of the two methods of finance upon the 
level of prices is closely connected with their effect upon saving. 
If bond buyers paid for their securities by cutting down their 
expenditures and investments, and taxpayers met their tax bills 
in the same way, the purchasing power of both would be trans- 
ferred to the government and, so far as demand is concerned, 
there would be no inflation of prices from either source. De- 
mand that was formerly private would now become public, but 
its total would not be increased. Its direction would be changed 
and prices of commodities needed in relation to national de- 
fence would be raised while other goods would fall off in sales. 
Such changes are not to be called inflation. They are part of 
the process of turning the forces of production from non-war to 
war industries and are necessary as long as the government 
does not resort to a policy of industrial conscription and the 
civilians hang back in the readjustment of their lives, while they 
cheer on the boys who are offering theirs to the country!; the 
civilians who keep the home fires burning under the flesh-pots 
of their old desires. 

While it is conceivable that neither bond issues nor tax- 
ation necessarily leads to inflation, it is probable that in practise 
bonds lend themselves more readily to produce such a condition 
than do taxes. 

Whajt is inflation? Ordinarily an increase in purchasing 
power comes from an increase in the production of different 
types of goods. These can be sold and the money received used 
to buy other goods. That is to say the increased demand for 
goods arises simultaneously with an increased supply, the two 
offset each other and the price-level is kept about as before. 
When a good harvest enables the farmers to send agricultural 
products to the cities as demand for factory-made goods and 
the enlarged supply of factory products makes an increased de- 
mand for the farmers' output, brisk business may be transacted 
with no particular change in the price level and with an in- 
crease in general well being. The food sent in by farmers as 
" demand " for implements helps to create the supply of imple- 
ments, while the implements sent out to the country as "de- 
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mand" for food aid in the production of the supply of food. 
On the other hand, the essence of inflation is the creation of 
purchasing power or "demand" without the creation at the 
same time of goods or "supply." Enlarged " demand " arising 
outside the current productive processes is not balanced by 
greater "supply" and the pressure of an increased buying 
power upon the ordinary stock of goods drives the general price- 
level upward to an inflated stage. 

The agency through which purchasing power may be thus 
abnormally swollen is credit, either in the form of paper money 
issued by a government or loans by commercial banks on secu- 
rities based on something else than saleable commodities already 
in the channels of trade. 

When a government issues its paper money it goes into the 
market and uses its notes to buy in competition with and in ad- 
dition to the buying power of its citizens without increasing the 
amount of goods to be sold. Thereupon prices move upward. 
The issue of paper money is an indication of weakness and is in 
fact a stride toward suspension of specie payment. The metal 
standard money is supplanted by the new paper. From them. 
on prices are expressed in the paper standard. The value of 
this money changes with the prospect of its redemption in coin 
so that the new high level of prices moves up when the prospect 
of redemption is lessened and down as the outlook improves, as 
has been pointed out earlier. 

In the second case when the inflation comes as a result of 
extensions of bank credit it may be brought about by the issue 
of bank notes or by the granting of deposit accounts against 
which checks may be drawn. The current level of prices in nor- 
mal times is adjusted to conditions in which bank loans are 
made freely on credit paper arising out of commercial transac- 
tions that have but a short time to run. Increasing the volume 
of loans of this character does not inflate prices because the in- 
crease in purchasing power made available merely meets need 
for it due to the greater supply of saleable goods. When, how- 
ever, commercial banks, that can safely lend their credit only 
to facilitate commerce in the form of short-time loans, begin to 
lend on securities that do not arise out of current buying and 
selling such as government bonds or other types of investment 
such as constantly renewed notes of governments or investors, 
the danger of inflation is at hand. The purchasing power that 
is thus created abnormally increases the power to demand goods 
with no accompanying increase in the supply of saleable com- 
modities and the price level rises. The process amounts to coin- 



432 THE SCIENTIFIC MONTHLY 

ing capital into money. It acts as would a huge addition of gold 
to the existing stock of money if it could be made without an ex- 
penditure other than the stroke of a pen. It lowers the value 
of the standard and hence raises the price level. 

These extensions of credit do not cause higher prices ; rather 
they permit the powerful war demand to express itself in more 
compelling terms in attempting to call for quicker and greater 
production of essential articles. More dollars are offered as a 
premium for speed and volume of output. The value of dollars 
thus falls in relation to goods and the new relation is expressed 
by the inflation to a higher level of prices that spreads over the 
whole field of buying and selling with all the painful adjust- 
ments that are involved. The evil is an unnecessary one and 
adds to the cost of the war by raising still more the prices that 
the government must pay for supplies ; prices- that are high 
enough for unavoidable reasons of increased cost of production 
without adding inflated credit to the list, and these higher prices 
mean heavier issues of bonds or more taxes. Eventually the 
taxpayers have to foot the bills when the bonds are redeemed 
after the inflation has subsided in time of peace, and the prices 
of labor and commodities are lower. It has been authoritatively 
estimated that the inflation of prices due to the greenbacks of 
the Civil War made the war cost the taxpayers $600,000,000 
more than it would have cost had the country kept itself on a 
specie basis. The inflation due to bank credit is similar in its 
consequence. 

Because bonds lend themselves to this type of extension of 
credit, their existence in large amounts tends to inflate prices. 
They have even been used directly in the purchase of commod- 
ities when business houses in a mistaken spirit of patriotism 
have offered to accept them in exchange for goods. 

While as stated before it is to be conceded that bond issues 
do not necessarily lead to inflation and a higher level of prices, 
it is so easy to tread this primrose path to torment that the pros- 
pect is sufficient to make a restraint upon unnecessary bond 
issues of real importance. 

Another problem of some complexity is emerging with each 
additional issue of bonds and is certain to become more serious 
if borrowing is given too large a place in our war finance. The 
threatening trouble arises from the fact that the rate of interest 
offered on bonds is below the market value of loanable funds to 
many investors, on the one hand, while, on the other, it is not pos- 
sible to increase the rate without creating a form of investment 
that would lead to serious and disturbing competition with sav- 
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ings-banks deposits and investment securities, to say nothing 
about the great increase in the eventual burden upon taxpayers. 
There are indeed many persons to whom the bonds at the pres- 
ent rate are attractive as investments and many others whose 
patriotism can be counted upon to make the financial sacrifice 
involved in buying the government securities whatever the rate 
of interest. If the rate of interest is to be kept down the bond 
issues should be held within the limits of the purchasing power 
of these classes and taxes be relied upon to make this possible. 
Taxes laid upon business would tend to lessen the excess gains 
of industry and hence act somewhat as a restraint upon the rate 
offered for loanable funds for industrial and commercial pur- 
poses. If there were less opportunity for huge war profits bor- 
rowers for business extensions would not offer such high rates 
of interest on capital, with the consequence that the government 
and business generally would not be compelled to borrow upon 
such unusual terms in competition with abnormally stimulated 
types of industry and trade. Increasing the proportion of war 
revenue from taxes and lessening the amount raised by bond 
issues will thus make it easier to sell bonds at a moderate rate 
of interest and enable us to avoid an injurious disturbance of 
values in the field of savings and investment that would add to 
the burdens of the war. 

The outstanding conclusion in this consideration of some of 
the principles of war finance is that the costs of war in men, ma- 
terial and money are present costs that cannot be saddled on the 
future. 

Pay-as-you-go taxation is the logical way to carry the pres- 
ent money cost, but it is impracticable as the sole method be- 
cause it does not yield fast enough and has never been suf- 
ficiently developed to reach fully individual capacity to pay. It 
must be combined with bond sales to get at once the desired re- 
sults. The latter yield large sums because of their appeal to 
patriotism and personal profit. The latter idea of an invest- 
ment with a net return is true for the individual when the bond- 
holder is not obliged to pay proportionate taxes later for the 
redemption of the bond. In case he must do so the bond is not 
in reality superior to a tax receipt gotten at once, though it does 
rank with any other investment whose returns are destined to 
pay taxes, and all investments now being made are likely sub- 
jects for future taxation. However, the future is so uncertain 
and the general run of citizens so little given to looking forward 
that most people regard the bond as an investment. As a result 
the psychological strain of raising huge sums is greatly reduced. 

vol. vn. — 28. 
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The bond method in addition allows more latitude in the ad- 
justment of taxation in and after the war than would be pos- 
sible in case all expenses were paid by taxation during the con- 
flict. This possibility of redistributing the financial cost of the 
war among different persons by the particular system of taxes 
adopted makes it important to give attention to the types of 
taxation chosen both during hostilities and when peace comes, 
in order to make the whole scheme meet the demands of equity 
and justice. 

The presumption in favor of vigorous taxation in war-time 
is strengthened by the patriotic willingness to pay taxes while 
the struggle is on, by the increased ability to pay of many with 
enlarged incomes, by the temporary character of some of these 
larger incomes that makes it desirable that they be reached at 
once, by the fact that returning soldiers should not be com- 
pelled to face heavy taxation to pay interest and principal of 
bonds owned by civilians, by the probability that in many cases 
taxation is more effective than bonds in leading people to save, 
and finally that bonds are likely to be the basis of inflated credit 
which will raise prices, while their excessive issue with the nec- 
essary higher rate of interest will introduce a disturbing factor 
in the field of savings and investment. 

The sum of these considerations of war finance is this : the 
largest practicable portion of war expenses should be carried by 
taxation while the war is being fought, and the issue of bonds 
be kept within the limits set by necessity. 



